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Accounting for Service Charges in the UK Commercial Sector: Barriers to Change 

and The Quest for Best Practice 

 

Structured Abstract 

Purpose: The paper critically examines the evolution of existing practice guides within 

commercial property service charge management in order to explain current best practice. 

From this it derives an alternative perspective and develops a new framework for managing 

agents to consider utilising in order to advance the generalised principles within the existing 

RICS Code of Practice Service Charges in Commercial Property.  

 

Design/ methodology: The paper applies an inductive reasoning by applying best practice 

from other disciplines (the specific) to commercial property (hence arguing for their 

adoption to the general). It utilises a critical review of the secondary literature on the wider 

aspects of best practice and original data on commercial service charge management to 

devise an ideal type framework for accounting for service charge monies. 

 

Findings: It provides an idealised conceptual framework for managing agents to consider 

applying to their management of the service charge process, specifically with regard to 

accounting issues therein. The paper is not proposing a definitive adoption of accruals 

accounting, but provides an analysis of the potential advantages – and problems. The 

intention of this work is to drive consultation for better practice, rather than provide a de 

facto template for adoption. 

 

Originality/ value: The work relies upon data previously generated by the authors, and 

produces an original template and example for the practitioner. The work’s primary value is 

that it proposes an innovative approach to the occupation of the commercial service charge 

manager. Within this, it also offers advice to the wider profession on how to better regulate 

the discipline. Whilst the proposed approach offers advantages over the existing best 

practice paradigm, it generates its own conceptual problems that will need to be considered 

by professionals. 

 

This is a preliminary draft please do not quote without authors’ permission 

 

Key Words: service charge, managing agent, RICS Code of Practice, disclosure, 

transparency, accrual accounting 
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Introduction 

 

A commercial tenant or service charge payer should be able to rely upon the fact that 

service charge demands are calculated in accordance with the lease and that the monies paid 

are correctly held and used for the appropriate purpose. However, as recent research has 

shown (Eccles and Holt 2009, 2010b), tenants are often provided with service charge 

information that is untimely, inaccurate, incomplete and inconsistent. Morgan (2010: 16) 

reports on the most recent 2009 IPD Occupier Satisfaction Index that “service charge 

transparency remains a major concern for occupiers”. Even Edwards (2010: 6), the Chair of 

the pan-industry group that oversees the RICS Code of Practice Service Charges in 

Commercial Property (RICS 2006), admits that “there is still a long way to go” in 

improving service charge management practices. As a result, there appears to be an 

‘expectations gap’ between the service charge information that tenants require and what 

many landlords and managing agents actually provide. The following quote neatly 

summaries the largely deficient nature of the accounting and information provision for 

commercial service charges in the multi-let office market: 

“Service charge payers are entitled to be confident that the money they pay towards 

the upkeep of their building is held properly, and that it is being used for the purpose 

it is provided for. While most leaseholders receive sufficient information about their 

service charges, some leaseholders are not always afforded sufficient information to 

allow them to be clear about the position that relates both to them individually, and 

the group of service charge payers to which they belong as a whole” (ODPM 2004: 

6). 

 

Perhaps surprisingly, this citation does not refer to the commercial property sector. It 

originates from a 2004 UK Government consultation paper issued by The Office of the 

Deputy Prime Minister (ODPM) on residential service charges entitled: Commonhold and 

Leasehold Reform Act 2002 – A Consultation paper on Accounting for Leaseholders monies 

and summaries of tenants rights and obligations (ODPM 2004). As this paper will discuss 

below, whilst discussion of appropriate accounting arrangements for residential service 

charge monies has been the focus of three Government-led discussion and consultation 

papers since 2003 (see ODPM 2004, CLG 2007), such developments have not occurred in 

the commercial sector. Furthermore, whilst the provision of accounting information for 

residential service charges has been subject to statutory regulation under provisions within 

the Landlord and Tenant Act (1985), the Commonhold and Leasehold Reform Act (2002) 

and the Housing and Regeneration Act (2008), accounting for the service charge on 

commercial buildings is effectively controlled by the terms within each individual lease. 
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Such a dichotomy is strange since the accounting issues for commercial and residential 

service charges are effectively identical: the provision of a statement of account for the 

expenditure incurred in running and maintaining the building for a specific period of time, 

together with a balancing statement of any accrued amounts or sinking fund balances. 

Whilst residential lessees (the general public) might need more protection than commercial 

lessees, this does not explain the difference in procedure, only that of regulation. Even here, 

the evidence points to the reciprocal position of commercial tenants feeling dissatisfied and 

unable to protect themselves from unfair landlord practices (for example Property Industry 

Alliance and Corenet Global UK 2009, Morgan 2010).               

 

The aim of this paper is to explain how managing agents and landlords in the commercial 

sector might breach ‘the expectations gap’ that exists in current accounting practice for 

service charges. Closing this gap will have a clear benefit to tenants, but such a 

development in ‘best practice’ might also be a source of competitive advantage to landlords 

in improving the long-term efficiency of the management of service charges. Firstly, the 

paper will develop a critical review of the evolution of the commercial service charge 

management practice, and establish that it is uniquely different than other areas of the 

surveying profession, especially the residential service charge process. Whilst this 

difference provides insight into the Code, it also points to an alternative for the managing 

agent, landlord and tenant in creating the change that the Code promotes. The paper 

proposes that applying accruals to service charge accounts in the commercial sector might 

improve existing practice. However, such an adoption will create its own problems, which 

must be considered prior to any such action. 

 

Commercial Service Charge Codes Compared 

  

The Code of Practice for Commercial Service Charges (RICS 2006) sets the current 

professional benchmark for good practice. Whilst the current Code is a far more formal 

document than earlier versions, it is in fact a third edition, and concerns about the quality of 

service charge management can be seen to extend back – at least – to the initiation of these 

attempts to create standard practice. There have been three "Codes" to date:  

1. Service Charges in Commercial Properties - A Guide to Good Practice 1996 

(Anonymous undated). 

2. Service Charges in Commercial Properties - A Guide to Good Practice 2nd Edition 

August 2000 (Guide to Good Practice Working Party 2000). 

3. Service Charges in Commercial Properties - RICS Code of Practice June 2006, 

effective April 2007 (RICS 2006).  
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The first guide is rather informal and appears at first sight to be an unassuming document. It 

is undated and has no publisher, acknowledgements, ISBN or author, although the sponsor's 

names are on the front cover. It has no contents page nor index and the pages are not even 

numbered. However, it did exist, and is referred to in the 2000 second Edition. It is a very 

short document and mainly white paper. The section on services is a single paragraph of 

two lines and that on management fees, one of three lines. The few words that made it into 

the document might appear vague but two interviewees recalled during this research (Eccles 

and Holt 2009) that “every one of those words was fought over by the competing vested 

interests sponsoring the guide” and “the whole document was the product of much blood 

and tears”. One interviewee recalled that a member of the working party had commented 

“that agreement to publish could not be achieved for a more detailed document”. 

  

However slim, that first guide unstoppered the bottle so-to-speak and commenced the 

evolving process on codifying service charge management. The second edition of this 

guide, published in 2000, is a very much improved and detailed document. However, 

neither Guide has a clear publisher, author, ISBN or any of the normal publication detailing 

and this all adds to a lack of trust in their intended dissemination. This reinforces the fact 

that neither edition of the guides were mandatory and questions how seriously they were 

intended to be as actual practice documents, rather than legitimacy documents claiming to 

prove action was taking place and thereby undermining calls for such change. Certainly, the 

industry appears to have largely ignored them; it is difficult within the literature to find any 

serious movement towards general compliance of either. Indeed, aside from a mention in 

the second edition, the first seems to have disappeared without a trace. 

  

The most recent Code gained a little further detail over the second edition, but it is 

substantially the same. The main difference is that the 2006 Code of Practice has attained 

the status of a guidance note for RICS members. Whether this was reacting to a changing 

environment or an authoritative drive by the Code’s authors is unclear. Certainly, between 

2000 and 2006, there were a number of external factors, including the publication of many 

articles, Loughborough and OSCAR Reports and Tenant Satisfaction Surveys, and a shift in 

market forces resulting in tenants gaining power relative to landlords. However, the 2006 

Code is alone in that it appears to have succeeded in creating change in the industry, albeit 

perhaps slower than desired (see for example Eccles and Holt 2009). Again, whether this is 

a direct result of the guidance note status or of environmental factors is difficult to ascertain. 
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In the current market, the need to retain income and control costs is seen as a driving force 

of behaviour (Crofts 2010, Davey 2010). That said, whilst it is not mandatory, a guidance 

note is an authoritative statement by RICS on how its members ought to carry out their 

work with consequent legal (Eccles and Holt 2009) and implied contractual (Barrass 2006) 

force. Additionally, the duty of care imposed upon a professional by requiring that they 

adhere to a standard of reasonable care while performing their service is given clearer 

parameters by the existence of the Code. 

  

Residential Code of Practice 

 

Whilst there are clear differences between residential and commercial property types and 

the types of lessee involved, the residential code also offers intriguing comparisons. The 

RICS ‘Service Charge Residential Management Code’ (RICS 2009) was “originally 

produced in 1997” and “the need for revision was identified as early as 2002”, but had to 

wait upon the introduction of legislation (Hamilton-Farey 2007). There have been two 

editions, the 1997 and 2009, and three printings with addenda (2005, 2007 and 2008).  

 

The rationale behind the current Code is UK legislation, creating a statutory code of 

practice. Unlike the situation with commercial property service charges, the literature 

surrounding residential service charges is very supportive to this. In commercial property, it 

remains a bone of contention as to whether legislation should be applied within commercial 

property (see for example Clift 2007, Forrester 2008), but residential building managers 

(see, for example, Strange 2007 writing on behalf of RICS, ARMA and Cluttons) are all in 

favour. Additionally, RICS has always been far more willing to prescribe behaviour to 

chartered members operating in the residential than the commercial sector. For example, 

RICS (1997) provides a residential estate agency practice statement providing a “duty” to 

follow its direction – this in an area already well regulated by national law. However, the 

RICS Commercial Code is only advisory. 

 

Another difference is that Government involvement with residential management mostly 

came about due to poor service provision, rather than service charge management (see for 

example Neo 1990), an issue not at the top of the list of complaints by commercial tenants. 

Government recognised potential service charge issues, but had “reached no firm 

conclusions” prior to consultation (DETR 1998: 10). This might explain the difference in 
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attitude towards the two since there is less concern about the quality of service within the 

commercial sector.  

 

However, the residential Code itself establishes two, potentially universally useful, key 

characteristics of the landlord-tenant relationship. The first is to establish benchmarks of 

what good practice is, which will then allow tenants to make informed choices. 

 

“Not only are the aims of the Code to provide landlords and managers with the tools for 

regulating and controlling the management of leasehold properties in particular, but also to 

provide tenants with a benchmark of the minimum standard they should expect from a 

manager” (Hamilton-Farey 2007: 12). 

 

The second is to co-operate with tenants in making decisions. 

  

“Government appears to be putting pressure on … landlords, and therefore on … surveyors, 

as their agents, to treat the tenant as a customer and to put a greater emphasis on including 

them within the decision-making process” (Strange 2007: 7) 

 

Neither of these issues appears to be applied to commercial property, based upon the 

experiences of tenants (see for example Calvert 2008, Property Industry Alliance and 

Corenet Global UK 2009). More directly, to help achieve these outcomes the residential 

Code includes an accounting section. This requires the use of accrual accounting but does 

not prescribe a specific account format or detailed list of accounting disclosures. In 

addition, it chooses to reiterate the requirements of residential legislation pertinent to the 

accounting and tax treatment of service charge monies. It also has a section on reserve funds 

and budgets. Again, such treatment is deemed inappropriate for the commercial Code. 

 

Two points are unclear within the residential literature in comparison with commercial 

properties. First, the extent to which prior versions of the Code were implemented, or not, 

and any comparison between residential and commercial in this regard is impossible to test. 

There are no data available on compliance within the residential sector. Second, whether the 

profession was supportive of legislative involvement prior to the creation of a statutory 

mechanism is similarly difficult to discern definitively. Post-fact, the likes of the RICS-

published Residential Property Journal is supportive, probably in part at least because of the 

importance of RICS in the process. This adds credibility to the association, and offers 

benefits to its members in creating difference between chartered and other managing agents. 

Because government recognised the eminence of RICS as well as the importance of the 
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sector, managing agents were given a boost in status. RICS even positions its AssocRICS 

membership grade to reflect its growth as the dominant authority within residential 

management (Crofts 2010). 

 

What is also evident, however, is that parties outside the RICS drove some of these issues 

forward, parties that are seemingly being excluded from involvement with commercial 

property management. Property professionals, legal experts and accountants have devised 

an acceptable accounting treatment within residential service charges from joint-discussion 

and cooperation. Quite why RICS has not issued a discussion paper on service charge issues 

in the commercial sector, and engaged with the ICAEW (and others) on the accounting 

issues is unclear. Neither the ICAEW nor ASB will tackle the issue unless invited or asked 

to do so, and yet their involvement would appear essential. For example, the ICAEW 

technical note on the accountant's reports on residential service charge accounts (ICAEW 

2007) was only issued after its membership asked for clarification on the issue. ARMA 

provide additional guidance to their members, again establishing good practice benchmarks 

(ARMA 2008a, 2008b).  

 

What all these do is set out clear expectations of managing agents, which are missing within 

the commercial property sector. ICAEW expect residential landlords/managing agents to 

prepare the basic service charge statements, with the accountant providing a factual report 

about the accuracy of their contents. From the ICAEW's perspective, the accountant's report 

does not cover compliance with the lease or give tenants assurance as to the completeness, 

validity or value for money of the reported expenditure. It is for the tenants to consider, 

once in possession of the report, whether their service charge payments have been properly 

applied in accordance with the terms of their lease. 

 

RICS Transparency Working Group 

 

Despite not being considered appropriate for commercial property, this dual approach – 

regulation and consumer involvement - has continued in the most recent work carried out 

within the profession, an analysis on professional fees (RICS 2010). In most sectors of the 

profession, legislation is commended and recommended where it does not already exist. 

Professional regulation (by RICS) is presented as a way to make markets more efficient, 

and practice within other groups (insurance brokers, insurers) is examined as best practice. 
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However, in commercial service charges, none of this is deemed to apply. Whilst the report 

accepts that the RICS Code is not perfect, it points to the fact that a revision is due in 2010 

and wide consultations will take place. However, the Code is seen as the way forward and 

greater penetration of a voluntary Code is seen as optimal. 

 

The rationale behind this difference in approach is unclear. In other sectors, state regulation 

is seen as a means of creating distance between an engaged RICS and non-RICS parties. It 

establishes credibility for the association, sanctioned by the government. Similarly, 

adopting the practices of other occupational groups in residential management, in areas 

controlled by FSA and similar, is seen as pushing RICS forward with similar forward 

thinking groups. The only interpretation would appear to be that RICS is reacting to a 

situation beyond their control in these areas and ‘making the best of it’. In commercial 

service charges, the association has the opportunity to take the lead, prior to involvement by 

other occupational groups or the State, but precisely this lack of external interest is failing to 

drive institutional interest. 

 

The evidence is clear that commercial service charge management is in need of clear and 

specific guidelines since Code compliance remains an issue (Calvert 2008). Not only would 

this encourage ‘best practice’ as discussed by the RICS report, but it also provides a simple 

framework to allow managing agents to carry out their duties, quickly and efficiently. 

Standardisation of these data then allows customers to compare service levels and costs and 

make informed decisions. As has been discussed before (Eccles and Holt 2009), whilst the 

Code might be improving practice, it is not a clear document for daily use. And as RICS 

(2010: 8) points out “the problem is the Code is voluntary and as such professionals can 

only be encouraged to use and follow it.”  

 

If this line of reasoning is correct, then why has RICS not taken the lead in this manner? 

Certainly, when the three Codes are compared, it is clear that the 2000 Code is a vast 

improvement on the 1996 Code in terms of practical detailing to the service charge 

manager. Indeed, it is fairer to see the 1996 Code as more of a manifesto and a ‘call to 

arms’ than a working document. Herein is a major difference between other areas heavily 

regulated by Government and RICS, and commercial service charges. Those developing 

this field did, and are doing, so with little interest from the wider research community. For 

example, the RICS 1993 ‘agenda for property research’ makes no mention of commercial 
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property, never mind service charges, but directs research to be “concentrated” (RICS 1993: 

no page number) elsewhere. Similarly, service charges are not seen as relevant to 

refurbishment issues (Connaught Group Limited 1996). Hence, the paucity of detail in the 

1996 report is against a background of disinterest. This, however, is perhaps the root of the 

problem. The Code is proposing to create a new system for commercial service charges 

because it is operating in this bubble, rather than take best practice from elsewhere as is 

recommended in other areas of work (RICS 2010).  

 

Current Accounting Guidance for Service Charge Monies 

 

As highlighted in earlier research (Eccles and Holt 2009), the RICS Code fails to provide 

detailed principles and guidance on how to account and report service charge monies in a 

specific step-by-step manner. Rather, it provides only a generic list of ‘best practice’ 

accounting requirements aimed at promoting transparency including: 

• providing an annual budget of likely service charge expenditure one month prior to 

commencement of the service charge year  

• preparing certified accounts within four months of the end of the service charge 

year, that provide a consistent, detailed and comprehensive summary of items of 

expenditure with explanations of variations against the budget.  

• narrative explanation and disclosures about significant individual costs and 

variances from previous year’s budget/accounts   

• the use of standard cost codes and a clearly defined apportionment basis 

• disclosure on interest earned on service charge monies 

• disclosure of the calculation basis for any sinking, replacement or reserve fund 

contribution and the items to which it relates. 

• disclosure of contributions to and expenditure from sinking, replacement and reserve 

funds, together with the opening and closing balances and the amount of interest 

earned and tax paid in the relevant period.        

 

The Code believes that by establishing the principle, that “being transparent both in the 

accounts and the explanatory the manager will prevent disputes” (RICS 2006: 9), individual 

practitioners can be left to implement this as they see fit within each particular situation. 

This approach avoids managerialising the service charge process, in which bureaucratic 

‘box-ticking’ becomes an end in itself. It similarly seeks to avoid the excessive time and 

cost involved with applying standardised systems to unique situations, especially those for 

small landlords and premises. However, the problem is whether such a non-prescriptive 

method can achieve results, especially since three editions of following this philosophy 

have done little to resolve the multi-let office sector’s systematic and sector-wide 

accounting deficiencies (see for example Eccles and Holt 2009, 2010b). 
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Existing accounting ‘best practice’ in the multi-let commercial office sector is effectively 

unregulated, due to a lack of Government legislation and a deficient Code of Practice. There 

are no detailed accounting principles, direction and standards concerning the content, 

disclosures within, and presentation of service charge certificates and accounts because the 

Code trusts to individual tenant-landlord relationships to be able to create appropriate data. 

The result is disputes arise between tenants and landlords over service charge monies 

creating an ‘expectation gap’. The root of these problems is the lack of clear direction, a 

situation, discussed above, that places service charge management in a unique position 

within the surveying profession. What the paper will now proceed to do is to utilise existing 

best practice standards from similar disciplines in other markets outside this ‘bubble’. In the 

case of accounting for service charge monies, the most obvious source would be to 

reciprocate the example service charge statement of account produced for the Commonhold 

and Leasehold Reform Act 2002 (CLG 2007: Annex A 37-39). Although it is obviously 

orientated towards the residential sector, such an accrual-based income and expenditure 

statement and the balancing statement provides the bare bones of a template for a service 

charge certificate in the commercial sector.  

 

The background to the Code discussed above is important because it establishes 

occupational and professional difficulties in creating ‘best practice’. Similarly, there are 

also external barriers to changes within practice to be recognised, the most critical of which 

is the lease. Service charge management must always be in accordance with the provisions 

of the relevant lease. 

 

Barriers to Accounting Change 

 

As the service charges on a commercial building are not subject to residential legislation, 

the accounting practices adopted and the information provided by management agents and 

landlords is effectively determined by the terms within the commercial lease. Whilst 

reference to relevant lease clauses might appear to offer hope of accounting direction and 

guidance for managing agents, the wording of the average lease is often unclear. As an 

illustrative example of this confusion, table 1 provides extracts from three commercial 

leases on the content and format of the service charge certificate that must be provided to 

tenants. 
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Table 1: Examples of Commercial Lease Clauses Relevant to Accounting Practice 

Year of 
lease 
inception 

Lease provisions relevant to accounting 

1994 The Landlord shall prepare and send to the Tenant a Statement (certified by a Certificate 

signed by an independent Chartered Accountant) of the actual cost of the services and 

costs for each Service Charge Year as soon as reasonably practicable (but in any event 

within 6 months of the end of the Service Charge Year) 

1990 The Service Cost shall be the total of the aggregate costs incurred by the Landlord in any 

Financial Year in carrying out of the services and providing each item of the 

Services![and]!an amount to be charged!as provision for the establishment and 

maintenance of a Reserve in respect of periodically recurring items whether recurring at 

regular or irregular intervals and the renewal and replacement of items of plant and 

machinery and equipment and other capital items. 

 

A certificate shall contain a statement of the service cost in respect of the Financial Year to 

which it relates showing the amount of the expenditure incurred!and details concerning 

the Reserve and shall be certified by the Accountant as containing a fair summary of the 

matters to which it relates. 

1988 The Landlord shall as soon as convenient after the end of the each Service Charge Period 

prepare!an accurate account showing and summarising the Actual Expenditure and the 

Service Charge payable by the Tenant in respect of that Service Charge Period! and 

upon such account being certified by the Landlord’s Surveyor 

Annual expenditure – all costs expenses and outgoings reasonably and properly 

incurred by the Landlord in or incidental to providing all or any of the Services and all 

sums incurred by the Landlord.  

          

Table 1 illustrates the problem of accounting for service charge monies using the legal 

direction within the lease. In the first lease, the statement of account captures “the actual 

cost of the services and cost for the service charge year”, whilst in the second lease the 

certificate should account for the “expenditure incurred” and “details containing the 

Reserve [fund]”. The third lease requires that the periodic accounting certificate provide a 

statement of the “Actual Expenditure” which represents “all costs expenses and outgoings 

reasonably and properly incurred”. Does a statement of account reporting the “actual costs” 

cover the same expenses as one reporting the “expenditure incurred” or “annual 

expenditure”? The answer is far from clear and open to interpretation by accounting and 

legal professionals. In addition, service charges in leases of commercial premises, including 

those to which Pt II of the Landlord and Tenant Act 1954 applies, are also subject to 

regulation under the statutory provisions of residential legislation (such as the Landlord and 

Tenant Acts 1985 and 1987, Commonhold and Leasehold Reform Act 2002 and the 

Housing and Regeneration Act 2008) where the premises contain a dwelling. Thus, in the 
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majority of cases, the services charges in leases of commercial premises are not subject to 

specific statutory regulation, but in certain situations, they are.     

 

In the absence of relevant judicial precedent and statutory regulation on the issue, it is 

impossible to conclusively determine if the “expenditure incurred” by the landlord on 

service charges during the period should be accounted for on a transaction basis, cash basis 

or an accruals basis. This confusion is a further barrier to improving the overall quality of 

accounting for service charge expenditure, and is compounded by the lack of guiding 

regulation from either the Code or Statute. Even if a tenant is armed with relevant case law, 

it is virtually impossible to determine the accounting principles, bases, conventions, rules, 

policies and practices used during the preparation of a service charge certificate as the level 

of accounting disclosure is universally poor across the sector. In recent research (Eccles and 

Holt 2009, 2010b) a sample of service charge certificates representing over 5% of the UK 

commercial multi-let office premises for the period 2004-8 were analysed for their level of 

accounting disclosure. Whilst use of the cost codes prescribed within the RICS Code was 

widespread, the vast majority of these documents exhibited significant deficiencies and 

weaknesses in terms of their usefulness for tenant decision making. Certificates were 

normally prepared and presented in the form of a single or two page reconciliation 

statement of periodic expenditure, and typically failed to provide any of the following 

essential accounting disclosures: 

• A comprehensive list of accounting policies and principles upon which the statement 

was prepared, including: 

o whether the statements are prepared on an accruals or cash basis using the 

historical cost convention 

o the apportionment basis used for dividing the costs between tenants 

o whether the building is elected for VAT 

o the nature of the management contract and fee 

o describing the intended purpose for any sinking fund or reserve fund, together 

with an explanation of the tax treatment of contributions to and investment 

returns on such funds, and details of the trust where such monies are held. 

o Depreciation policies, asset and depreciation schedule 

o Explanation of the link between accounting policies & the requirements of the 

lease. 

o Explanation of the tax treatment of capital expenditure. For example, have 

capital allowances been claimed and by whom? 

o disclosure of whether a mechanical and engineering (M&E) contract is 

Maintenance only, Part comprehensive or Fully comprehensive (if fully 

comprehensive, a statement as to whether the contractor is accumulating a fund 

for replacement of plant) 

o Disclosure of variance analysis – variance against budget and last year’s actual, 

with commentary to explain trends and variances, where these are significant 
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• A balancing statement showing the balances held at the end of each period (e.g. bank 

balance, sinking funds and reserve funds), prepaid or accrued expenses, arrears owed by 

lessees and service charges paid in advance at the end of the accounting period. 

• Sign off statements by the accountant and managing agent with regards to compliance, 

financial accuracy and the use of appropriate accounting policies. 

 

Without the above disclosures, it is virtually impossible for the tenant to understand the 

basis upon which the statement is prepared or to ascertain whether the service charge 

monies are being securely held for their intended purpose.   

 

What is clear is that there needs to be consultation within the commercial sector to establish 

‘best practice’ principles and practice when accounting for service charges in order to 

enhance transparency. Once established, such accounting principles will represent the 

property industry’s view of the most desirable structure for statements of account and may 

be incorporated within a revised version of the RICS Commercial Code. Furthermore, the 

principles can be implemented within new leases and at lease renewal. For existing leases, 

such principles may differ from the existing service charge provisions, and where this 

occurs “existing service charge clauses will be interpreted as far as possible in line with 

the[se] principles and practices…unless the lease specifically stipulates a different 

approach, which therefore has legal force” (RICS, 2006: 5). If a revised Code is issued that 

contains detailed accounting principles and disclosure requirements it “will enable users to 

identify the best way forward in interpreting…[the]…lease to ensure effective services 

management” (RICS 2006: 5). 

 

The Quest for Best Practice 

 

From the above, it appears that, in direct contrast to developments in the residential sector, 

accounting practice for commercial services charges is largely unregulated, not privy to 

joint consultation exercises involving property professionals, legal experts and accountants, 

and is hampered by the nature of the diversely worded accounting provisions within most 

commercial leases. Given these barriers to change, it is unsurprising that the sector produces 

accounts in the way that it presently does. Even before the present RICS Code was 

implemented, a number of tenants were very vocal in publicly expressing their 

dissatisfaction with the disclosure levels and transparency of existing service charge 

certificates (John and Patel 2008). Part of the problem is believed to be that the accounting 

aspect of service charges and property management is seen as a “very, very low value 
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activity in property management” and the “accounting piece is the piece that gets done at 

the very end” (see Interview 2 from Eccles and Holt 2009). As a result of this, it is hardly 

surprising that the preparation of service charge accounts is conducted in an untimely, low 

cost and largely ad hoc manner. How then can accounting for commercial service charges 

be improved, and is it possible to pursue a quest for best practice?  

 

The remainder of this paper provides a tentative framework developed from the knowledge 

and experiences of the accounting, legal and residential management professions, offered as 

a best practice template to managing agents and their employer-landlords when accounting 

for commercial service charge monies. An important caveat must be made. This template 

offers examples of how to improve best practice, but is not intended to be seen as definitive 

model. A definitive statement of best practice for accounting for commercial service 

charges can only be created through consensus, and this can only be achieved through 

RICS-led consultation with professional accounting bodies, the legal profession, relevant 

Government bodies and other interested parties. Such an exercise has taken place for 

residential service charges, and it appears an obvious route for its commercial counterpart. 

Assessing whether ‘best practice’ accounting for commercial service charges requires 

guiding regulation is a complex question, and is beyond the scope of this present paper. 

However, irrespective of whether ‘best practice’ is enshrined within a statement of 

recommended practice (SORP), a revised version of the RICS Code, technical note or 

accounting guidance note, there are a number of ways in which current accounting practice 

can be significantly improved. Whilst many of these improvements could have significant 

initial set-up costs to the preparers, in terms of training and systems development, the quest 

for best practice is something that everyone in the commercial sector should benefit from.  

 

From a user perspective, a service charge accounting statement must provide 

understandable, relevant, reliable and comparable information for tenant decision making 

(Eccles and Holt 2010a). These objectives are drawn from the International Accounting 

Standards Board’s (IASB) Framework for the preparation and presentation of Financial 

Statements, and should guide the preparer of service charge accounts when selecting 

appropriate accounting policies and principles (IASB 1989).     
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General Principles for Best Practice Service Charge Accounting 

 

Whilst there is presently no accounting standard for service charge accounting, the 

overarching or general principles of financial accounting provide a guide in the quest for 

best practice in the area. There are major differences in the terminology used by the IASB 

and the UK’s Accounting Standards Board (ASB) to describe these, but the main principles 

relevant to the preparation of service charge accounting statements include the following: 

• Business entity concept 

• Going concern concept 

• Historic cost concept 

• Materiality concept 

• Prudence concept 

• Consistency concept 

• Accruals concept 

 

In order for a service charge accounting statement to show a ‘true and fair’ view of the 

service charge costs for the period, these principles must form the basis for the accounting 

work undertaken (for further details on these concepts see Collis and Hussey 2007). The 

business entity concept suggests that information in the service charge accounts should 

relate only to the service charge monies for the building and should be kept separate from 

the monies and business transactions of the landlord or managing agent. The going concern 

concept ensures that the service charge accounts are prepared on the basis that the building 

will continue to be used in the foreseeable future, otherwise, for example, sinking fund 

contributions should not be collected from the tenant.  

 

The historic cost concept is the principle that service charge transactions and a building’s 

assets should be recorded in the accounts at their cost price. The materiality concept is the 

principle that all items of information that are material (significant) must be included within 

the service charge account and/or disclosed with the additional notes to the accounts. An 

item of information is material if its omission or misstatement, for example the balance and 

periodic movement on a sinking fund, could influence the economic decisions of tenants 

using the accounting statement, including their assessment of the managing agent’s 

stewardship. Materiality depends on the size of the item or error and the circumstances of its 

omission or misstatement. Therefore, the notion of materiality provides a threshold (cut-off 

point) for the margin of error acceptable, the degree of precision required and the extent of 

the disclosure required when preparing service charge accounts. The prudence concept is 

the principle of exercising a degree of care and caution when dealing with uncertainties in 
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the measurement process. Consequently, the accountant is cautious not to understate or 

overstate the assets, liabilities and expenses on the service charge account, whether amounts 

are known with certainty or are only a best estimate in the light of the information available. 

The consistency concept ensures that there is uniformity of accounting treatment of items of 

a similar nature within each accounting period and from one period to the next. As a result, 

the managing agent should apply consistent accounting policies and format for each 

building’s service charge accounts from one period to the next. However, consistency 

should not impede the introduction of improved accounting practices, but when such 

changes are implemented each change must be declared in the notes and prior-period 

adjustments must be made.  

 

The final principle is the accruals concept, and as this is the most critical for the accurate 

preparation of service charge accounts, it will now be discussed in detail.             

 

Accrual accounting or Cash-based accounts  

 

As was highlighted above, the provisions of a typical commercial lease are unclear as to the 

precise basis for the periodic accounting of service charge expenditure. Is this expenditure 

to be reported on a purely cash basis, i.e. the cash payments and cash receipts during the 

period, or should this be reported using adjustments for prepaid and accrued expenses 

related to service charge expenditure? Empirical analysis of the service charge accounts of 

5.2% of the UK’s commercial multi-let office buildings from 2004-8 (Eccles and Holt 

2009), suggests that certificates are predominantly prepared on a cash basis, although no 

statement included a clearly defined accounting policy that definitively confirmed this 

practice. If the majority of certificates are presently prepared on a cash basis, this still 

cannot be deemed ‘best practice’ when one considers the widespread acceptance of the 

accruals concept in both general accounting practice and the specific accounting practice 

adopted when accounting for residential service charges: 

“In financial accounting it has long been presumed that merely reporting cash flows 

is inadequate and that some form of accrual accounting is appropriate.” (Beaver 

1989: 2)  

 

“Your accounts should be transparent and reflect all the expenditure in respect of the 

accounting period whether paid or accrued. This will enable the arrears and cash 

flow to be seen more easily” (RICS 2009: 31). 

 

“You should present accounts so that they indicate clearly all of the income in 

respect of the accounting period whether received or receivable” (RICS 2009: 31).   
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The managing agent is the steward to whom tenants entrust control over a portion of their 

financial resources. In this context, service charge statements provide a report to tenants that 

“facilitates their evaluation of management’s stewardship” of the service charge process 

(Beaver 1998: 2). Whilst a number of reporting systems could conceivably fulfil this 

purpose, accrual accounting is the preferred choice within financial accounting (Bromwich 

1992). Furthermore, as the RICS Residential Code clearly endorses the use of accruals 

accounting for residential service charge accounts, this should logically form the basis of 

‘best practice’ accounting for commercial service charges. Unless one can demonstrate that 

the service charge expenditure on a commercial building is fundamentally different and 

more complex to account for than that of a residential dwelling, a form of accrual 

accounting should be used. Of course, there is an argument to that end: the ordinary public 

in the residential sector probably need better protection than their commercial counterparts, 

who are more likely to obtain specialist advice before signing the lease, and are potentially 

more able to negotiate over troubles that occur during it. However, it is unclear quite how 

this might affect the use of accrual accounting. 

 

From the perspective of both the IASB and ASB, financial statements should be prepared, 

except for cash flow information, using the accrual basis of accounting. The accruals 

principle has been defined as follows:  

 

“Accounting whereby revenue and expense are identified with specific periods of 

time”. (Kohler 1957: 18)  

 

“Under this basis, the effects of transactions and other events are recognised when 

they occur (and not as cash or its equivalent is received or paid) and they are 

recorded in the accounting records and reported in the financial statements of the 

periods to which they relate.” (IASB 1989: para. 22) 

 

“The accruals basis for accounting requires the non-cash effects of transactions and 

other events to be reflected, as far as possible, in the financial statements for the 

accounting period in which they occur, and not, for example, in the period in which 

any cash involved is received or paid”. (ASB 2000: para. 26)         

 

If service charge accounts are prepared on the accrual basis, it will inform tenants “not only 

of past transactions involving the payment of receipt of cash but also of obligations to pay 

cash in the future and of resources that represent cash to be received in the future” (IASB 

1989: para 22). Whilst using the accrual concept to prepare service charge accounts may 

appear daunting to the average managing agent, it must be remembered that the service 
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charge transactions, costs and income on a building are relatively uncomplicated and 

routine when compared to the complex array of business transactions undertaken by a 

Limited company. As a result, accounting for the accrued expenses and prepayments for the 

services of a building should require less need for accounting discretion and expertise. In 

fairness, the use of accrual accounting would create its own conceptual and practical issues, 

discussed later, and therefore its ease of implementation should not be overstated. 

 

Cash-based service charge accounts offer simplicity and objectivity in terms of the demands 

they place on the preparers. However, an accrual based certificate provides information on 

the total actual cost of the resources consumed delivering service charges during the period, 

data that, in most practical instances, a cash-based account cannot provide. Furthermore, 

cash-based information fails to show a proper picture of the financial position and 

performance of a building’s service charges. Its lack of double entry records make it 

impossible to prepare a statement of financial position or ‘balancing statement’ of the assets 

and liabilities on the building’s service charge accounts. Accrual based service charge 

reporting means recognising assets and liabilities in existence as at a reporting date. There 

are three main advantages of this:  

• it offers the opportunity for managing agents to improve their management and 

stewardship of the residual assets and liabilities on each service charge account 

• it provides tenants with a comprehensive and understandable account of the entire 

service charge process 

• Following a change of landlord or managing agent, it helps to resolve many of the 

problems associated with the reconciliation and hand over of service charge 

accounts.         

 

Conceptual problems in applying accruals to service charge accounts 

 

Whilst a service charge certificate prepared on an accrual basis potentially provides a tenant 

with more accurate and useful information, its preparation poses a number of conceptual 

and practical challenges to the preparer. Firstly, the preparer may have to exercise 

accounting judgement and make assumptions on the sums accrued. Secondly, if the preparer 

is to be guided by the accruals concept, he/she will have to provide for the depreciation 

and/or “repair and replacement” of each of the building’s non-current assets (i.e. plant and 

machinery, building fabric) in order to estimate the cost that has been consumed during the 

service charge period.   
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In many practical service charge situations, the application of the accruals concept will 

centre on non-receipt of an invoice. In such situations, a managing agent must decide upon 

the amount to include for delivery of a service that has not been invoiced yet, but which 

should be accrued because he/she believes that it is the best estimate of what the cost would 

be for the provision of that service within the relevant accounting period. Such estimates are 

never going to be precisely correct, but, on the balance of probability, the process reduces 

the chance of error to an acceptable sum. Thus, for each service charge cost, the certified 

sum for the period should include a quantification of the actual cost of delivering that 

service within the period. Furthermore the certifying party must be able to validate these 

amounts. Conceptually, this requires a lot more work and can be complicated, especially in 

situations where the managing agent is required to pay contractual sums in advance. 

However, some of these same issues arise with cash-based accounts if one intends to 

capture the actual cost of supplying a service for the period. For example, imagine a tenant 

on a one year lease. If a managing agent receives and pays five quarterly invoices for 

utilities during the accounting year, is a one-year tenant to be charged a periodic service 

charge based upon cash expenditure representing fifteen calendar months? 

 

A more fundamental problem with the application of the accruals concept centres on how to 

account for the repair and replacement of a building’s non-current assets. Most commercial 

leases require that tenants reimburse landlords for the repair and replacement of a building’s 

assets. For example, in multi-tenanted buildings, the landlord’s expenditure on repair and 

replacement is normally charged to tenants through the service charge. From an accrual 

accounting perspective, the concept of ‘repair and replacement’ is broadly comparable to 

the concept of depreciation. Depreciation is the systematic allocation of the cost of a non-

current asset, less its residual value, over its useful life. It measures the cost of the economic 

benefits of the asset that have been consumed during the period.  

 

Thus, from an accrual accounting perspective, the periodic service charge should include a 

provision to account for the periodic depreciation, consumption or ‘repair and replacement’ 

of the building’s non-current assets. How this provision should be charged and calculated 

are both debatable, but it clearly requires considerable accounting judgement and 

estimation. For example, for each service charge period, should a building’s tenants be 

asked to contribute towards a sinking fund for the future replacement of such assets or 

should they pay a depreciation charge directly to the landlord as reimbursement for the 
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periodic depreciation of these assets? Debating the appropriate answer to this question is 

beyond the scope of this present paper, but it is clear that the creation of an appropriate 

accrual accounting policy for the depreciation and replacement of a building’s long-lived 

assets requires much further and wider discussion. Of course, the issue of how to deal with 

these assets, and especially the role of a sinking fund, are already under discussion (Eccles 

and Holt 2010b). The contention here is simply to add a further consideration. 

          

An Illustrative Example of A Best Practice Service Charge Certificate 

 

Assuming that ‘best practice’ service charge accounts are to be prepared using some form of 

accrual accounting, the remainder of this paper provides an illustrative example of the 

content, format and structure of a comprehensive service charge certificate utilising this 

concept. The certificate includes examples of both accrued and prepaid service charge 

expenditure, and uses a sinking fund rather than a depreciation fund when accounting for 

expenditure related to the replacement of long-lived building assets.  

 

Recent research has highlighted that many tenants of commercial property are dissatisfied 

with the levels of transparency, disclosure, detail and accuracy within the service charge 

certificates issued by landlords or managing agents within the UK multi-let office sector 

(Eccles and Holt 2009). As a result, this illustrative example aims to provide a tentative idea 

of the disclosures that a commercial service charge certificate should include in order to 

overcome such deficiencies and criticisms. However, as discussed earlier, the example is 

not presented as a prescriptive ideal or complete solution. It is intended to foster the debate 

on ‘best practice’ rather than create or limit it.   

 

The illustrative example contained in figures 1-8 represents the service charge certificate for 

‘324 South House, London’, a premises that consists of two buildings with a combined floor 

area of 130,831 square feet. The premises are occupied by a total of nine commercial 

tenants, and the total service charge expenditure for the year to 31 December 2009 was 

£1,044,871. In order to shorten the list of figures, the example does not provide an example 

of the budget statement for the year. However, the budget needs to be presented in a 

appropriate format and supplied in a timely fashion in order to give the tenant an 

opportunity to challenge and question the planned expenditure before it is incurred.    
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Model Sign-off Statements – Figures 1-3 

Recent research has shown a noticeable variation in the certification and sign off procedure 

for service charge certificates (Eccles and Holt 2009). Certificates did not appear to be 

signed off at all, some were signed off by managing agents or the landlord’s surveyor, some 

were signed off by firms of accountants and some were jointly signed off by an accountant 

and managing agent. In addition, the wording of the opinions attached to such signatures 

varied considerably. This evidence helps to reinforce the doubts expressed by tenants about 

the quality and accuracy of the service charge information they receive. It also indicates a 

need for the RICS Code to include some form of ‘pro-forma’ statement of opinion that a 

certificate should include, with specific sign off obligations on behalf of both management 

agents and auditors. These would clearly establish who is responsible for ensuring that the 

service charge is in accordance with the lease, and that charges are fairly incurred as two 

separate audited processes. 

 

As a starting point for the illustrative service charge certificate, figures 1, 2 and 3 provide 

model sign-off statements and obligations for the independent auditor, managing agent and 

a third party verification of the duty of care owed to tenants, which includes an opinion on 

value for money. There is little that needs to be said about each of these statements apart 

from reiterating that such sign-offs are crucial to tenants since they confirm the reliability 

and accuracy of each element and figure within the service charge certificate.   

 

Apportionment Schedule – Figure 4 

The next section of the illustrative example is contained in figure 4. This provides a detailed 

apportionment schedule that discloses each tenant’s share of periodic service charges. 

Whilst the apportionment basis may be clearly defined in the provisions of the lease, it is 

important that the apportionment schedule be disclosed in the service charge certificate so 

that each tenant can check the accuracy of the calculations.     

 

Comparison with Budget and Previous Period Expenditure – Figure 5 

Figure 5 provides a comparative analysis of the budgeted and actual expenditure for the 

current period, together with details of the actual expenditure for the previous period. It is 

essential that the service charge certificate include such a comparative analysis; it enables 

the tenant to assess budget accuracy, understand where variances lie and compare service 

charge expenditure with prior periods.    
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Statement of Service Charge Income and Expenditure – Figure 6 

Figure 6 follows on from figure 5 as it provides a detailed accrual based statement of total 

service charge income and expenditure for the year ended 31 December 2009. The 

statement uses the cost categories within the RICS Code, and includes tenant contributions 

towards a sinking fund for the replacement of plant and machinery. In order for a tenant to 

fully understand the basis behind the preparation of this statement, it is vital that they 

consult the notes to the accounts discussed below in figure 8.  

 

The Balancing Statement – Figure 7 

As the statement of service charge income and expenditure was prepared using the accruals 

concept, Figure 7 provides a Balancing Statement of the assets and liabilities existing on the 

service charge account at 31 December 2009. This statement provides a link with the excess 

or deficit on the periodic income and expenditure account, as it lists the amount of accrued 

and prepaid expenditure. It also provides a vital stewardship document for the tenant since it 

shows a positional statement of the ending balance on the cash and sinking fund accounts  

 

Accounting Disclosures and Notes to the Accounts – Figure 8 

Figure 8 provides details of the accounting policies that underlie the preparation of the 

service charge certificate together with additional explanatory notes for certain key items. 

Figure 8 provides examples of typical accounting disclosure notes concerning: 

• Whether the building is elected for VAT 

• Apportionment of service charge costs 

• The management fee 

• The nature of the sinking fund and programme of expenditure, together with detail 

of the periodic movements and investment returns on the fund. 

• Net interest received on the service charge account, with disclosure of late payment 

interest, off-setting bank charges and account operating costs.  

• Whether the accounts are prepared using accrual accounting 

• The accrued amounts for debtors and creditors 

• The movements on the cash in hand and at bank on the service charge account    

 

This paper cannot hope to recreate an entire set of accounts and figure 8 does not seek to 

provide a definitive ‘checklist’ of the accounting disclosures and notes that must be 

prepared. Instead, it illustrates the principles under discussion. Exact requirements will vary 

depending upon the nature of a building and provisions within the lease, qualified by the 
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materiality threshold discussed earlier. For example, figure 8 may be supplemented with 

additional disclosure notes concerning: 

• An explanation of the link between accounting policies and the requirements of the 

lease. 

• Depreciation policies, together with a schedule of asset depreciation  

• Explanation of the tax treatment of capital expenditure. For example, if capital 

allowances been claimed and by whom. 

• Disclosure of whether a mechanical and engineering (M&E) contract is maintenance 

only, part comprehensive or fully comprehensive. 

• Variance analysis – variance against budget and last year’s actual, with commentary 

to explain trends and variances, where these are significant 

 

The determining principle is transparency. Without the types of essential disclosures and 

notes shown in figure 8, the user of the service charge accounts cannot adequately 

understand or interpret the information contained within the certificate. Such accounting 

disclosures are typically absent from service charge certificates prepared within the UK 

multi-let office sector (Eccles and Holt 2009) and figure 8 provides a starting point to 

improve on this.   

 

Conclusions 

 

The management of commercial service charges, and the treatment of accounting issues 

within that process, operate within a unique position within the chartered surveying 

occupation. Only in this field does RICS refute that legislation and wide inter-professional 

consultation produce best practice. Rather, managing agents are allowed to act unregulated 

and with only an advisory non-mandatory Code of Practice to guide them, and this of 

aspirations rather than specific guidelines. 

 

This paper argues the need to standardise and make transparent accounting disclosures 

concerning service charge monies. Empirical research is clear that existing ad hoc practices 

are unacceptable, even where they follow the Code. Best practice examples of what should 

be provided, and how this should be presented, are provided. The paper also considers 

applying accruals to commercial service charge accounts on the basis that this has been 

uniformly accepted as best practice, including by RICS, in the residential sector. This 

difference in approach to process is difficult to understand, but the paper points to potential 

explanation. Whilst there are clear advantages, there will also be conceptual and practical 

problems to consider and this requires further work, and consultation between all of the 
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relevant parties. In the meantime, managing agents should engage with the transparency 

issues discussed here in order to create a competitive edge to their service, and tenants 

should use it to demand a value for money service from their landlords. 
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Figure 1 – Independent Auditor’s Report 

Service Charge Certificate       
Certification Period: 1 January to 31 December 2009 
Landlord:  

Managing Agent:    

Tenant: 

Building:  

 

 

Independent Auditors ' Report to the Tenants of (building)  

We have audited the service charge certificate on behalf of.... (Managing Agent).......for the year ended 31 December 

2009. 

We report to you our opinion as to whether the service charge certificate gives a true and fair view of the costs incurred 

and whether it has been prepared in accordance with relevant accounting policies.  

In addition, we report to you if, in our opinion, the Managing Agent has not kept proper accounting records, if we have 

not received all of the information and explanations we require for our audit, or if details of other transactions are not 

disclosed. 

 

Basis of Audit Opinion 

An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the service charge 

certificate. It also includes an assessment of the significant estimates and judgements made by the Managing Agents in 

the preparation of the certificate and whether the policies adopted are appropriate to the circumstances of the building, 

consistently applied and adequately disclosed. 

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary, 

in order to provide us with sufficient evidence, to give reasonable assurance that the certificate is free from material 

misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall 

adequacy of the presentation of the certificate. 

 

Opinion 

In our opinion: 

• the service charge certificate gives a true and fair view of the costs incurred at ......... during the year ended 31 

December 2009 

• the information provided is consistent with the amounts contained in the service charge certificate 

Signed  

 

...........................................................     

A N Accountant        

Service Charge Accountant      

For and on behalf of Accountants Limited 
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Figure 2 – Managing Agent’s Sign-Off 

Service Charge Certificate       
Certification Period: 1 January to 31 December 2009 
Landlord:  

Managing Agent:    

Tenant: 

Building:  

 

 

The Managing Agent’s Obligations 

In order for the Managing Agent to confirm that these statements are a true and fair reflection of the transactions that 

have taken place during the period, they are required to: 

a) select suitable accounting policies and apply them consistently; 

b) make judgements and estimates that are reasonable and prudent; 

c) prepare the service charge certificate on a ‘going concern’ basis (unless it is inappropriate to presume that the 

Landlord will continue to trade these premises in the near future); 

d) Ensure that the service charge costs are recovered in accordance with the terms of the lease 

The Managing Agents are responsible for keeping proper accounting records, which disclose with reasonable accuracy at 

any time the financial position at the property. 

 

Managing Agent’s Statement of Compliance 

(MA’s firm)... are the Managing Agent’s responsible for the production of the service charge certificate for the year ended 

31 December 2009 in respect of.....(building).... 

I can confirm that this service charge certificate has been produced in compliance with the terms set out in the lease (see 

appendix 1) and, where this does not deviate from the lease, in accordance with the RICS Service Charge Code of Practice.  

I hereby certify that, according the information available to me, the attached statement of service charge expenditure 

records the true cost to the landlord of providing the services to the property for the period. 

Signed  

 

...........................................................     

A N Agent        

Managing Agent      

For and on behalf of Managing Agents (UK) Limited 
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Figure 3 – Third Party Verification 

Service Charge Certificate       
Certification Period: 1 January to 31 December 2009 
Landlord:  

Managing Agent:    

Tenant: 

Building:  

 

Third Party Verification 

In accordance with the RICS Code of Practice, both the Landlord and the Managing Agent are required to recognise a duty of care to occupiers, 

‘who entrust the spending of their own business overhead and cash flow by funding the services’. 

Further, The Code requires that: 

a) ‘Occupiers have the right to reasonably challenge the propriety of expenditure’; 

b) ‘The owner will ensure that standards of services provided are monitored, that the quality and cost of the services provided are 

regularly reviewed and, where possible, demonstrate that service standards are being delivered and value for money is being 

obtained’; 

c) ‘Owners will operate sound management procedures to ensure the respective obligations of owner and occupier are discharged 

and services are provided efficiently and economically’; 

d) ‘The owners will inform occupiers of the plans for the property in so far as they have an implication on the service charge’ 

e) ‘On-site management staff need to have a sound knowledge of modern business practices and be adequately skilled to provide 

best and agreed performance standards’. 

Services should be commercially and professionally procured, with regard to the requirements of property, the Landlord and the Tenants. 

The principal aim of the Agent is to manage the building on behalf of the Landlord, whilst ensuring value for money and effectiveness for the 

Tenants. 

 

‘Value-for-Money’ Statement of Compliance 

(MA’s firm)... are the Managing Agent’s responsible for the production of the service charge certificate for the year ended 31 December 2009 

in respect of.....(building).... 

We have analysed the certificate to ensure that, as far as is reasonably possible, the Agent has adhered to the provisions of the Code outlined 

above and can demonstrate that the building has been managed to an appropriate standard of economy, efficiency and effectiveness. 

I therefore certify that the services procured at this building are: 

a) Appropriate for the location, use and character of the building; 

b) Of an appropriate quality standard; and 

c) Value for money and cost effective for the Tenants 

Please note that, where there has been a deviation from the Code, we have enquired as to the rationale for such deviation and made 

reference to it in our findings at the back of this report.  

We are satisfied that any deviation from the Code is either appropriate for the circumstances, or in accordance with the lease provisions and 

therefore gives us no reason to qualify this audit. 

Signed  

 

..........................................................          

For and on behalf of RICS VFM Verifiers Limited 
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Apportionment Schedule                       

Certification Period : 1 January to 31 December 2009 
         

Landlord :  I.M.A. Landlord 
          

Managing Agent : Wecan Manage Managing Agents 
         

Building :  324 South House, London                   

            
Description of Schedules: 

  
        

      

Schedule 1  Estate Charge apportioned as a % age of the combined area of buildings 1 & 2 
     

Schedule 2  Building 1 72,800 square feet 
        

Schedule 3  Building 2 58,031 square feet 
        

  

COMBINED AREA OF BUILDINGS 
130,831  square feet      

      

            
            

TENANT 

Area Occupied (Sq. Ft. ) Estate Charge %age of  %age of  NET LIABILITY FOR THE PERIOD 

Net Amount 

Invoiced in 

Period 

Net 

Balancing 

Charge/ 

(Credit) 

Leased Area of 

Building 1 

Leased Area of 

Building 2 

as a %age of 

Combined 

Area 

 Building 1  Building 2  Estate Charge  Building 1  Building 2   

Schedule 1 Schedule 2 Schedule 3 Schedule 1 Schedule 2 Schedule 3 TOTAL 

Adavo Financial Services                   27,664                              -   21% 38% 0% 66,351 138,145 0 204,496 204,460 36 

Turner & Company                      8,736                              -   7% 12% 0% 20,953 43,625 0 64,578 64,566 11 

Brandon and Bull                      8,008                              -   6% 11% 0% 19,207 39,989 0 59,196 59,186 10 

Office Supplies Limited                   18,928                              -   14% 26% 0% 45,398 94,520 0 139,918 139,894 25 

Petro-Fied Limited                      9,464                              -   7% 13% 0% 22,699 47,260 0 69,959 69,947 12 

D&D Advertising Limited                             -                        8,705  7% 0% 15% 20,878 0 55,131 76,008 74,908 1,100 

Murray and George plc                             -                     11,606  9% 0% 20% 27,837 0 73,508 101,345 99,878 1,467 

Merther, Babbage and Wink                             -                     29,016  22% 0% 50% 69,593 0 183,769 253,362 249,695 3,667 

Oliver and Murdoch plc                             -                        8,705  7% 0% 15% 20,878 0 55,131 76,008 74,908 1,100 

                    72,800                    58,031  100% 100% 100% 313,793 363,540 367,538 1,044,871 1,037,442 7,429 

 

F
ig

u
re

 4
 –

 A
p

p
o

rtio
n

m
e

n
t S

ch
e

d
u

le
 



30 

Service Charge Certificate 

Certification Period : 1 January to 31 December 2009 

         Landlord :  I.M.A. Landlord 

          Managing Agent : Wecan Manage Managing Agents 

Tenant : 
 

Building :  324 South House, London 

  

  

        COST CATEGORY ACTUAL FOR LAST YEAR BUDGET FOR THIS YEAR ACTUAL FOR THIS YEAR 

 

Schedule 1 Schedule 2 Schedule 3 TOTAL Schedule 1 Schedule 2 Schedule 3 TOTAL Schedule 1 Schedule 2 Schedule 3 TOTAL 

MANAGEMENT   

  

    

  

    

  

  

Management Fees 10,000 25,000 25,000 60,000 10,000 25,000 25,000 60,000 10,000 25,000 25,000 60,000 

Accounting Fees 1,450 0 0 1,450 1,600 0 0 1,600 1,500 0 0 1,500 

Site Management Resources 18,750 26,580 24,500 69,830 21,135 26,600 23,400 71,135 19,750 28,000 24,300 72,050 

Health, Safety & Environmental 10,235 0 0 10,235 10,000 0 0 10,000 9,580 0 0 9,580 

Sub-total 40,435 51,580 49,500 141,515 42,735 51,600 48,400 142,735 40,830 53,000 49,300 143,130 

UTILITIES   

  

    

  

    

  

  

Electricity 5,722 112,985 110,001 228,708 5,900 112,000 112,000 229,900 5,920 114,320 110,230 230,470 

Gas 1,050 3,752 4,450 9,252 1,050 5,000 5,000 11,050 1,100 3,980 4,300 9,380 

Fuel Oil (heating) 0 0 0 0 0 0 0 0 0 0 0 0 

Water 0 3,163 3,168 6,331 0 3,500 3,500 7,000 0 3,250 3,500 6,750 

Sub-total 6,772 119,900 117,619 244,291 6,950 120,500 120,500 247,950 7,020 121,550 118,030 246,600 

SOFT SERVICES   

  

    

  

    

  

  

Security 133,998 3,245 2,507 139,750 137,500 3,500 3,100 144,100 137,430 3,520 3,000 143,950 

Cleaning & Environmental 51,498 55,976 73,864 181,338 52,250 58,300 75,180 185,730 52,215 58,120 74,320 184,655 

Marketing & Promotions 0 0 0 0 0 0 0 0 0 0 0 0 

Sub-total 185,496 59,221 76,371 321,088 189,750 61,800 78,280 329,830 189,645 61,640 77,320 328,605 

HARD SERVICES   

  

    

  

    

  

  

Mechanical & electrical services 33,325 73,000 78,420 184,745 32,750 74,750 80,470 187,970 33,625 73,825 80,045 187,495 

Lift & escalators 0 16,985 13,885 30,870 0 14,000 10,500 24,500 0 13,220 10,700 23,920 

Suspended access equipment 0 4,756 5,151 9,907 0 2,800 2,500 5,300 0 2,750 3,025 5,775 

Fabric repairs & maintenance 48,112 13,764 17,300 79,176 36,850 40,700 21,775 99,325 42,800 37,200 28,850 108,850 

Sub-total 81,437 108,505 114,756 304,698 69,600 132,250 115,245 317,095 76,425 126,995 122,620 326,040 

INCOME             

Interest (120) (125) (154) (399) (332) (373) (363) (1,068) (127) (152) (137) (416) 

Income from commercialisation 0 0 0 0 0 0 0 0 0 0 0 0 

Sub-total (120) (125) (154) (399) (332) (373) (363) (1,068) (127) (152) (137) (416) 

INSURANCE   

  

    

  

    

  

  

Engineering insurance 0 685 528 1,213 0 500 400 900 0 507 405 912 

All risks insurance cover 0 0 0 0 0 0 0 0 0 0 0 0 

Terrorism insurance 0 0 0 0 0 0 0 0 0 0 0 0 

Sub-total 0 685 528 1,213 0 500 400 900 0 507 405 912 

EXCEPTIONAL EXPENDITURE   

  

    

  

    

  

  

Major works 0 0 0 0 0 92,483 0 92,483 0 92,483 0 92,483 

Forward funding 0 (90,000) 0 (90,000) 0 (92,483) 0 (92,483) 0 (92,483) 0 (92,483) 

Sub-total 0 (90,000) 0 (90,000) 0 0 0 0 0 0 0 0 

    

  

    

  

    

  

  

GRAND TOTAL 314,020 249,766 358,620 922,406 308,703 366,277 362,462 1,037,442 313,793 363,540 367,538 1,044,871 

 

Variance: actual to prior year (%) Variance: actual to budget (%) 

    

 

(0.07%) 45.55% 2.49% 13.28% 1.65% (0.75%) 1.40% 0.72% 
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Statement of Income and Expenditure for 1 January to 31 December 2009 

INCOME £ £ 

Service Charges Receivable: 

From Tenants 1,037,442 

 From Landlord 0 

TOTAL INCOME   1,037,442 

EXPENDITURE £ £ 

MANAGEMENT 

Management Fees 60,000 

Accounting Fees 

   - S/C audit fees 1,500 

Site Management Resources 

 - Staff Costs 13,000 

 - Receptionists/concierge 52,300 

  - Site accomodation 5,000 

 - Office Costs 1,750 

Health, Safety & Environmental 

   - Risk assessments & audits 9,580 

Sub-total   143,130 

UTILITIES 

  Electricity 

 - Electricity 224,550 

 - Electricity procurement/consultancy 5,720 

 - Fuel 200 

 Gas 

 - Gas 8,280 

 - Gas procurement/consultancy 1,100 

 Fuel Oil (heating) 0 

 Water 

 - Water & sewerage charges 6,750 

Sub-total   246,600 

SOFT SERVICES 

Security 

 - Security guarding 132,000 

  - Security systems 11,950 

Cleaning & Environmental 

 - Internal cleaning 93,420 

 - External cleaning 16,000 

  - Window cleaning 20,600 

 - Hygiene services/toiletries 7,870 

 - Waste management 9,075 

  - Pest control 1,450 

 - Seasonal decorations 1,200 

 - Internal floral displays 8,550 

 - Estate cleaning 17,595 

  - External landscaping 8,895 

Marketing & Promotions 0 

Sub-total   328,605 

HARD SERVICES 

Mechanical & electrical services 

 - M&E maintenance contract 151,000 

  - M&E repairs 16,075 

  - M&E inspections & consultancy 7,475 

 - Life safety systems maintenance 11,375 

 - Life safety systems repairs 1,570 

 Lift & escalators 

 - Lift maintenance contract 20,270 

 - Lift repairs 3,650 

Suspended access equipment 

   - Maintenance contract 5,100 

 - Repairs 475 

 - Inspection & consultancy 200 

 Fabric repairs & maintenance 

 - Internal repairs & maintenance 54,350 

 - External repairs & maintenance 7,500 

 - Redecorations 4,200 

  - Estate repairs & maintenance 37,000 

 - Car park repairs & maintenance 5,800 

Sub-total   326,040 

INCOME 

Interest (416) 

Income from commercialisation 0 

 Sub-total   (416) 

INSURANCE 

Engineering insurance 912 

 All risks insurance cover 0 

Terrorism insurance 0 

Sub-total   912 

EXCEPTIONAL EXPENDITURE 

Major works 

Plant replacement 92,483 

Forward funding 

  Sinking funds (92,483) 

Sub-total   0 

TOTAL EXPENDITURE   1,044,871 

BALANCING CHARGE/(CREDIT) TO BE COLLECTED/(REPAID) 7,429 

Figure 6 – Statement of Income & Expenditure 
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Balancing Statement as at 31 December 2009 

 
 

   Assets As at 31 Dec 2008 As at 31 Dec 2009 

 

£ £ 

On-account demands owed by tenants 113,539 179,090 

Invoices outstanding from prior period 39,535 0 

Deficit for the period to be collected 23,878 7,429 

Cash in Hand and at Bank 195,822 156,308 

Interest received on Sinking Fund 2,825 6,032 

Prepayments 35,000 12,950 

ASSETS 410,599 361,808 

   Liabilities 

  Service Charges Paid by Tenants in Advance 145,822 86,755 

Balancing sum from this period owed to tenants 0 0 

Accounts Payable 11,191 11,233 

Accruals 12,325 109,011 

LIABILITIES 169,338 206,999 

   NET ASSETS 241,261 154,810 

Reserve (Sinking) Fund 

  Sinking Fund 241,261 154,810 

RESERVE FUNDS 241,261 154,810 

   

Figure 7 – Balancing Statement 
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Notes to the Service Charge Certificate     

Certification Period : 1 January to 31 December 2009 

Landlord :  I.M.A. Landlord 

Managing Agent : Wecan Manage Managing Agents 

Tenant : 

Building :  324 South House, London   

1) VAT - this building is not elected for VAT 

    - The figures shown in the Service Charge certificate are inclusive of Value Added Tax 

    2) APPORTIONMENT OF COSTS 

 - There are two types of charge relevant to this building - an estate charge and a charge relevant to the services provided at the building 

 - There are two buildings - building 1 is 72,800 square feet and building 2 is 59,031 square feet 

 - Building Costs have been apportioned as a percentage of the area occupied by each tenant 

 - The Estate Charge costs have been apportioned as a percentage of the combined area of both buildings 

 - See the attached apportionment schedule for further details of how costs are apportioned.  

3) MANAGEMENT FEES 

    - The fixed Management Fee of £60k per annum was tendered for on a three year contract basis. 

 - The current Management contract commenced on 1 January 2008 and will be re-tendered during 2010 for the year commencing 1 January 

2011. 

    4) SINKING FUND - Plant Replacement £ 

Balance Brought Forward 241,261 

  Collected this period 0 

Interest Received 6,032 

  Expenditure this period (92,483) 

Year End Balance 154,810 

  - All sinking fund monies are held in trust, in a separate interest bearing bank account.  

- The interest rate for the year ending 31 December 2009 was fixed at 2.5% 

 - Trustee information is available on request. 

Report on Programme of Planned Expenditure: 

The planned programme of plant replacement works continues, on schedule and in line with budget.  

The balance of the Sinking Fund at the year ended 31 December 2009 was £148,778, of which £120,000 is to be expended on plant 

replacement during 2010.  

A further sum of £95,000 will be collected from tenants during 2010 and added to the balance. This, with accrued interest, should be sufficent 

to complete the remaining plant replacement works during 2011. There will be further consultation with tenants on this matter in due course.  

 

5) INTEREST £ 

Interest received during the year 554 

Interest paid during the year (13) 

Bank administration charges (120) 

Other Bank charges (5) 

 

416 
 

- Interest is credited monthly to the service charge bank account at the prevailing variable rate of interest 

-  The account is charged a monthly administration fee of £10 

 6) ACCRUALS BASIS 

- These statements of account have been prepared on an accrual basis; that is with the inclusion of accruals and pre-payments. 

 - This method ensures that revenues and costs are recorded when they occur, not at the date when cash is received/expended. 

 2009 2008 

 Accruals as at the Balancing Statement date 109,011 12,325 

    Prepayments as at the Balancing Statement date (12,950) (35,000) 

    7) ON-ACCOUNT DEMANDS OWED BY TENANTS 2009 2008 

 

£ £ 

 Opening Debtors 113,539 113,450 

Invoices Raised 1,043,926 915,000 

 Payments Received (978,375) (914,911) 

Balance as at 31/12 179,090 113,539 

8) ACCOUNTS PAYABLE 2009 2008 

£ £ 

Opening creditors 11,191 15,000 

Invoices Received 1,036,197 925,508 

Invoices Paid (1,036,155) (929,317) 

Balancing Creditors as at 31/12 11,233 11,191 

 9) CASH IN HAND AND AT BANK 2009 2008 

£ £ 

Opening Balance 195,822 210,228 

Cash Inflows 996,641 914,911 

Cash Outflows (1,036,155) (929,317) 

Balance as at 31/12 156,308 195,822 

 

Figure 8 – Accounting Disclosures and Notes 
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